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	I. INTRODUCTION 
	Q. Please state your name and business address. 
	A. My name is Christine L. Vaughan.  My business address is 1 NSTAR Way, Westwood, MA 02090. 
	Q. By whom are you employed and in what capacity? 
	A. I am Manager of Regulatory Requirements for the regulated operating companies of NSTAR.  In this capacity, I am responsible for all regulatory filings concerning the financial requirements of Boston Edison Company (“Boston Edison”), Cambridge Electric Light Company (“Cambridge”), Commonwealth Electric Company (“Commonwealth”) and NSTAR Gas Company. 
	Q. Please summarize your educational background. 

	A. I graduated from McGill University in Montreal, Canada in 1990 with a Bachelor of Engineering Degree and from Yale University in New Haven, CT in 1998 with a Masters Degree in Business Administration.  Additionally, I have earned the right to use the Chartered Financial Analyst designation. 
	Q. Please describe your current responsibilities. 

	A. I was hired as Manager of Regulatory Requirements on July 19, 2004.  In this role, I am responsible for directing the preparation of financial data required for rate case filings and serve as the revenue requirement witness.  My responsibilities include, among a variety of other financial services, the reconciliation of Cambridge’s and Commonwealth’s Transition Charge that forms the basis of my testimony today.  
	Q. Please summarize your previous business experience. 

	A. I worked as a management consultant for five years at Arthur D. Little and at Charles River Associates, a company that purchased a portion of Arthur D. Little.  In this capacity, I assisted clients with financial issues such as acquisition support and asset privatization.  I also helped clients develop long-range strategic plans and assisted them with market analysis.  Prior to my consulting experience and my MBA, I worked for six years at DuPont and BASF as a development engineer. 
	Q. Have you previously testified before any regulatory body? 

	A. Yes. I have sponsored testimony in D.T.E. 04-114, the reconciliation filing of Cambridge and Commonwealth, D.T.E. 04-113, the reconciliation filing for Boston Edison, D.T.E. 04-118, for NSTAR’s Pension Adjustment Factor, and in D.T.E. 04-65 regarding the methodology for determining the value of Cambridge’s streetlights.  I offered testimony at the Federal Energy Regulatory Commission (the “FERC”) in Docket No. ER05-69-000 on behalf of Boston Edison relating to the modification of the FERC Tariff No. 8 chiefly to permit the inclusion of 50 percent of construction work in progress in rate base.  I am also concurrently sponsoring testimony in D.T.E. 05-88, the reconciliation filing of Boston Edison.  



	II. PURPOSE OF TESTIMONY 
	Q. What is the purpose of your testimony? 
	A. My testimony addresses the reconciliation filing for Cambridge and Commonwealth (the “Companies”).  Its purpose is to provide support for the Companies’ request for approval of the proposed Transition Charge, Retail Transmission, and Default (“Basic”) Service Adjustment rates to become effective January 1, 2006.  My testimony also requests approval of the 2005 preliminary reconciliation of Transition Charge, Retail Transmission, Standard Offer Service, and Basic Service expenses and revenues and presents an estimate of such expenses and revenues for 2006.  Further, I will describe the Companies’ efforts to mitigate their transition costs to the maximum extent possible, consistent with the Act.  Finally, I will describe how NSTAR Electric procures Basic Service for Cambridge and Commonwealth customers and NSTAR Electric’s proposal for continued procurement during the year 2006. 
	Q. Please explain the requirement for Transition Charge Reconciliation. 
	A. Section 1A(a) of the Act requires the Department to review and to reconcile the difference between projected transition costs and actual transition costs periodically. 
	 Cambridge and Commonwealth’s Restructuring Plan, as approved by the Department in D.P.U./D.T.E. 97-111, requires an annual reconciliation to coincide with the implementation of new rates.   
	 My testimony provides a description of the methodology used by the Companies to reconcile the forecast of Transition Charge revenues for the period January 1, 2005 through December 31, 2005.  This includes information concerning Transition Charge revenues and costs for 2005 using actual data, where available, and forecast data for the remainder of the year.   
	Q. Please describe the exhibits included as attachments to your testimony.  

	A. In addition to this testimony, CAM/COM-CLV, I sponsor five exhibits for each of Cambridge and Commonwealth as follows: 
	 Exhibits CAM-CLV-1 and COM-CLV-1 are each eight-page exhibits that summarizes the development of the Companies’ proposed Transition Charge for 2006 and the preliminary reconciliation of Transition Charge costs and revenues for the period January 1, 2005 through December 31, 2005. 
	 Exhibits CAM-CLV-2 and COM-CLV-2 are two-page and four-page exhibits, respectively, that set forth the revenue credits and damages, costs or net recoveries from claims.  These are part of the variable component of the transition charge and the effect of these adjustments is reflected in Exhibits CAM-CLV-1, Page 4, Column F and COM-CLV-1, Page 4, Column F.  These adjustments include costs associated with Commonwealth’s previous share of ownership of the Pilgrim Nuclear Power Station (“Pilgrim”), Commonwealth’s securitization payments and revenues collected for Standard Offer Service after February 28, 2005. 
	 Exhibits CAM-CLV-3 and COM-CLV-3 are two-page exhibits that determine each of the Companies’ proposed Transmission Charge for 2006 and sets forth the preliminary reconciliation of Transmission Charge revenues for the period January 1, 2005 through December 31, 2005. 
	 Exhibits CAM-CLV-4 and COM-CLV-4 are five-page exhibits, that set forth the reconciliation of revenues and expenses for Standard Offer Service through February 28, 2005, the termination date of Standard Offer Service. 
	 Exhibits CAM-CLV-5 and COM-CLV-5 are two-page exhibits that set forth the preliminary reconciliation of revenues and expenses for Basic Service during 2005 and project the revenues and expenses for Basic Service during 2006.. 
	 As with last year’s filing, the Companies anticipate making a supplemental filing in the Spring of 2006, once the accounting for the year 2005 has been completed and actual amounts are known.  At that time, actual 2005 information will be available to reconcile 2005 Transition Charges. 




	III. BACKGROUND OF THE COMPANIES’ TRANSITION CHARGES 
	Q. What is the purpose of the Companies’ Transition Charge? 
	A. As approved by the Department as part of the Companies’ Restructuring Plan, D.P.U./D.T.E. 97-111, and as set forth in the Act, the Transition Charge recovers the above-market costs of generation-related investments and obligations that electric companies have undertaken to provide service to their customers under traditional utility regulation.  The Act authorizes and directs the Department to allow any approved transition costs to be recovered from customers through a non-bypassable Transition Charge collected by the distribution company providing service to such customers.  G.L. c. 164, § 1G(e). 
	Q. What is the history of the Companies’ Transition Charge? 
	A. With Department approval, the Companies have instituted the following transition charges on the dates indicated
	Q. What are the Companies’ proposed Transition Charges for the year 2006? 

	A. The proposed average Transition Charge is $0.01723 per kWh for Cambridge and $0.02532 per kWh for Commonwealth.  This charge is to become effective on January 1, 2006. 
	Q. Are there any notable differences between the methodology used to compute the proposed Transition Charges for 2006 and the methodology that was used in prior years?  

	A. The basic methodology continues to follow very closely the methodology employed in last year’s reconciliation filing. However, a new cost item, “the Securitization Payments from the Buyout of Purchased Power Contracts and Deferred Transition Costs” has been included in the Transition Charge for Commonwealth and will be discussed later in the testimony.     




	IV. CALCULATION OF THE PROPOSED TRANSITION CHARGES 
	Q. Please describe the categories of transition costs. 
	A. The Companies’ transition costs each consist primarily of two components:  (1) a Fixed Component and (2) a Variable Component.  The Fixed Component includes amortization and return for the unrecovered net book value of the Companies’ generation and generation-related regulatory assets, net of the residual value credit adjustment.  The Variable Component primarily includes above-market purchased-power contract costs, payments in lieu of taxes, decommissioning, transmission in support of remote generation, contract buyouts, miscellaneous costs, net recoveries from claims, Securitization Payments from the Buyout of Purchased Power Contracts and a rate design adjustment..  I say “primarily” because there are also two other elements of cost, the Transition Charge Mitigation Incentive and interest on the prior year’s over (or under) collected balance, that are recovered through the Transition Charge, but that are not clearly assigned to either the Fixed or the Variable Component. 
	Q. How did the Companies develop their proposed Transition Charges to become effective on January 1, 2006? 
	A. The proposed 2006 Transition Charges are developed in Exhibits CAM-CLV-1 and COM-CLV-1 and is supported by Exhibits CAM-CLV-2 and COM-CLV-2, respectively, which include updated amounts for the Variable Component of the Transition Charge.  The starting point is the amount of under-collection for the year 2004. This balance is taken from Exhibits CAM-CLV-1 (Settlement) and COM-CLV-1 (Settlement) in D.T.E. 04-114, which was approved by the Department on October 19, 2005.  The Transition Charge expenses to be recovered in 2006 (Exhibits CAM-CLV-1 and COM-CLV-1, Column J) are divided by the forecast of 2006 kWh retail deliveries in Column B to arrive at the nominal Transition Charge rate shown in Column C.   




	Exhibits CAM-CLV-1 AND COM-CLV-1 
	Q. Please describe Exhibits CAM-CLV-1 and COM-CLV-1. 
	A. Exhibits CAM-CLV-1 and COM-CLV-1 represent the update to the Transition Charge and are made up of the following pages: 
	Q. Please explain Page 1, the Transition Charge Calculation for 2006. 
	A. Page 1 is a summary page that compares delivered Transition Charge revenues to actual transition costs to arrive at the annual over- or under-collection for each year.  This page begins with the year-end balance for 2004 reflecting the outcome of last year’s activity as detailed in the Companies’ most recent filings (adjusted for settlements), preliminary data for 2005 (with eight months of actual and four months of forecasted data), and projected data for 2006 and thereafter.  Column B shows the actual and forecast gigawatt-hours (“GWh”) billed for each calendar year.  The sales forecast for 2006 and subsequent years, reflect the Companies’ sales amount used for 2005 and is increased by 2 percent per year. 
	 For the year 2006 and after, Column C is calculated by dividing Column J (total expenses) by Column B.  The Transition Charge revenues for delivered GWh (Column D) show the forecast Transition Charge revenues for 2005, as calculated on Page 2.  For years subsequent to 2005, Column D is the same as Column J, reflecting each company’s intention that the Transition Charge is set at the level such that projected revenues match projected expenses.  Transition Charge expenses, or transition costs, are shown in Columns E through I.  The total Fixed Component (Column E) is shown on Page 3.  The total Variable Component (Column F) is calculated on Page 4.  Other Adjustments (Column G) are calculated on Page 5.  To these current-year expenses, an adjustment is made for the prior year over- or under-collection (Column H), including interest (Column I) at the customer deposit rate. 
	 The amounts shown on Page 1, Columns E through I, are summed, representing the total current year actual transition expense, as shown in Column J.  Column K compares the revenues in Column D to the expenses in Column J to arrive at the balance of over- or under-collections for the current year.  References for each of the columns can be found at the foot of the page. 
	Q. Please explain Page 2, Estimated 2005 Transition Revenues. 

	A. The 2005 billed revenues reflect eight months of actual revenue taken from each of the Companies’ general ledger and four months of estimated revenue from the Companies’ current forecast.  In order to match billed revenues for 2005 with the revenues associated with kWh delivered during 2005, it is necessary to adjust for unbilled revenues for the end of 2004 with a similar, but opposite, adjustment for the end of 2005.  The unbilled revenues forecast for the year-end of 2005 are per the Company’s general ledger in order to determine revenues for kWh delivered in 2005.  The kWh delivered in 2005 are therefore the billed kWh in 2005 less the estimated unbilled kWh at the end of 2004 plus the estimated unbilled kWh at the end of 2005.  
	Q. Please describe Page 3, Fixed Component. 

	A. Page 3 of Exhibits CAM-CLV-1 and COM-CLV-1 are the values associated with formerly owned generation assets and proceeds from the sale of the assets.  Exhibit COM-CLV-1 has changed from last years to reflect the inclusion of the remaining Fixed Component costs in the Deferral Securitization (D.T.E. 04-70), effective March 1, 2005. Thus, only January and February Fixed Component costs are included in Exhibit COM-CLV-1.  Exhibit CAM-CLV-1 has changed from last year to reflect the refund to customers of the remaining Energy Investment Services Company (“EIS”) funds that was approved in the settlement of D.T.E. 03-118/04-114.   
	Q. Please describe Page 4, Variable Component.  

	A. The Variable Component is composed of three major elements:  (i) above-market costs relating to pre-restructuring purchased-power contracts; (ii) revenue credits, damages and claims or net recoveries from claims; and (iii) a rate-design adjustment.   
	 The above-market purchased-power costs, or Net Power Obligation as shown in Columns B, C, and D, reflect the difference between the prices paid for electricity by the Companies pursuant to pre-restructuring purchased-power contracts less the market value of the power received from those contracts.  The power contract obligations, the market value of the contracts, and the resulting above market values are further detailed on pages 6-8  in Exhibits CAM-CLV-1 and COM-CLV-1.  For January and February 2005, all of the power has been effectively used to supply Standard Offer Service.  Therefore, the Companies determined a “transfer price” to account for the market cost of this power.  The calculation of the transfer price and the source of the values for January and February 2005 are contained in Exhibits CAM-CLV-4 and COM-CLV-4. 
	 The market costs after March 1, 2005 is the revenues received for selling the Companies’ output from the remaining purchased power contracts on the open market.  Column F, for both Cambridge and Commonwealth, outlines the revenue credits, damages, cost or net recoveries that are summarized in page 1 of Exhibits CAM-CLV-2 and COM-CLV-2, respectively.  For Commonwealth, the adjustments consist of the following:  (1) payments in lieu of property taxes; (2) Securitization Payments from the Buyout of Purchased Power Contracts and Deferred Transition Costs; and (3) Residual Standard Offer Revenues.  For Cambridge, only the Residual Standard Offer Revenues is included. 
	 The Rate Design Adjustment, shown in Column G, established under the terms of settlement agreement in D.T.E. 00-83 provides for a class-specific Transition Charge adjustment.  The calculation and implementation of this adjustment is contained in the testimony of Mr. LaMontagne.  The amounts for 2006 are calculated on the Exhibits CAM-HCL-7 and COM-HCL-5.  This adjustment is not intended as an actual source of additional revenue, and because Exhibits CAM-CLV-1 and COM-CLV-1 set future Transition Charges at levels intended to recover the Companies’ costs, it is necessary to remove the aggregate reconciliation impact of the Rate Design Adjustment in the following year.  This is done in Column H, titled Reversal of Prior Year Rate Design Adjustment.    
	Q. Please explain Page 5, Other adjustments. 

	A. Page 5 summarizes the Transition Charge Mitigation Incentive and any associated adjustments for the Companies as well as a Deferral Recovery for Commonwealth and other adjustments, if any.  The total from page 5 is carried forward to Exhibits CAM-CLV-1 and COM-CLV-1, page 1, column G.  
	Q. Please explain Page 6, Purchased Power Total Obligation Detail. 

	A. Page 6 provides detail supporting the total power contract obligations shown on Page 4, Column B.  The detail shows each of the Companies’ forecasted costs pursuant to the remaining Purchased Power Contracts, Nuclear Decommissioning Costs and Transmission in Support of Remote Generation Costs by item. 
	Q. What changes are you proposing to the Purchased Power Total Obligation Detail? 

	A. Changes have been made to the costs of Transmission in Support of Remote Generation.  Effective June 2005, the Hydro-Quebec Phase II costs as shown on Page 6, Column E of Exhibit CAM-CLV-1 and Column P of Exhibit COM-CLV-1, exclude those support payments made to entities for the use of those transmission facilities that supply Alternating Current (“AC”) power.  The reason for the exclusion is that the AC-related support payments are to be recovered under Commonwealth and Cambridge’s Local Service Schedules under the ISO New England Open Access Transmission Tariff, effective June of 2005.  Thus, beginning June 2005, the Hydro-Quebec Phase II costs that are recoverable under the transition charge will only consist of support payments made to entities for facilities that transmit Direct Current. 
	Q. Are there any other proposed changes within the Purchased Power Total Obligation Detail? 

	A. Yes.  For Cambridge, the costs associated with the Line 331 Equalizer (Col G), Canal Section A (Col H), and Canal Section B (Col  I), will be eliminated from recovery under the transition charge as of June 2005, since these costs are now recoverable under Cambridge’s Local Service Schedule under the ISO New England Open Access Transmission Tariff.  
	Q. Please explain Page 7, Purchased Power Market Value Detail. 

	A. Page 7 provides detail supporting the total power contract market value shown on Page 4, Column C.  The detail shows each of the Companies’ forecasted market value pursuant to the remaining Purchased Power Contracts, Nuclear Decommissioning Costs, Transmission in Support of Remote Generation Costs and Other Adjustment for Commonwealth Electric.  The Other Adjustment reflects an annual transfer of savings from Commonwealth to Boston Edison over a ten-year period resulting from the restructuring of the NEA Purchase Power Contract.  The Department approved the NEA Restructuring Agreement in D.T.E. 04-85 along with the allocation of savings between Commonwealth and Boston Edison.     
	Q. Please explain Page 8, Purchased Power Above Market Cost Detail. 

	A. Page 8 provides detail supporting the total power contract above market cost shown on Page 4, Column D.  The detail is calculated by subtracting Page 7 from Page 6.  The detail shows each of the Companies’ forecasted above-market costs to be recovered from customers pursuant to the remaining Purchased Power Contracts, Nuclear Decommissioning Costs and Transmission in Support of Remote Generation Costs by item.    




	Exhibits CAM-CLV-2 and COM-CLV-2 
	Q. Please describe Exhibits CAM-CLV-2 and COM-CLV-2. 
	A. Exhibits CAM-CLV-2 and COM-CLV-2 are two-page and four-page exhibits, respectively, that sets forth the revenue credits and damages, costs or net recoveries from claims.  The effect of these adjustments is reflected in Exhibits CAM-CLV-1 and COM-CLV-1, Page 4, Column F.  These adjustments include (1) costs associated with the Commonwealth’s contract with Boston Edison relating to Boston Edison’s previous ownership of the Pilgrim Nuclear Power Station (“Pilgrim”),in particular its obligations for Payments in Lieu of Property Taxes; (2) Commonwealth’s Securitization Payments for:  (a) the Buyout of Purchased Power Contracts, (b) Deferred Transition Costs, (c) Upfront and Ongoing Transaction Costs associated with the issuance of electric rate reduction bonds(“RRB”), and (d) any required credit enhancement in connection with the RRBs; and (3) Residual Standard Offer Revenues.    
	Q. Please describe the Payments in Lieu of Property Taxes shown in Exhibit COM-CLV-2, Page 2. 
	A. In conjunction with the sale of Pilgrim, Boston Edison negotiated a settlement agreement with the Town of Plymouth (“Plymouth”) concerning the potential loss of property taxes resulting from the sale.  The settlement agreement, which was approved by the Department in Boston Edison Company, D.T.E. 98-53 (1999), requires Boston Edison to make specified payments in addition to or in lieu of property taxes annually through 2012.  The amounts shown in Column A represent a combination of actual payments to Plymouth for 2005; future years reflect the required payments to Plymouth under the terms of the settlement agreement.  Column B reflects partial reimbursement (if any) to Boston Edison by Entergy (Pilgrim’s current owner) of such payments to Plymouth.  Such reimbursement by Entergy was offset to the extent that Entergy was separately taxed by Plymouth.  Under the agreement with Entergy, there will be no Entergy reimbursement payments beyond fiscal year 2002; however, if such payments are made, Boston Edison will reflect them in its final reconciliation for the year in which they occur.  Column C reflects Boston Edison’s net payment to Plymouth.  In column D, the Contract Customer Share (11 percent) reflects payments that are the obligation of Commonwealth and their customers.   
	Q. Please describe Exhibit COM-CLV-2, Page 3, CEC Funding Securitization Payments. 

	A. This page shows the scheduled payments and other forecast costs relating to the CEC Funding Securitization which is discussed further below.  
	Q. Please describe Exhibits COM-CLV-2, Page 4 and CAM-CLV-2, Page 2, Residual Standard Offer Revenues. 

	A. Standard Offer Service ended on February 28, 2005.  The Standard Offer Deferral calculation also ended on that date.  However, cycle billing conventions allow for the billing of Standard Offer Revenues in March 2005.  Also, cancellation and rebilling of bills rendered to Standard Offer customers has occurred from March 2005 to the present.  Exhibits COM-CLV-2, Page 4 and CAM-CLV-2, Page 2 accumulates these two sources of revenues by month and by class and returns it to customers through the Transition Charge.  
	Q. What is the purpose of the Commonwealth’s Securitization Payment Schedule in Exhibit COM-CLV-2, Page 3? 

	A. The purpose is to show the recovery of transition costs relating to Commonwealth’s termination of power purchase agreements (“PPAs”) with MASSPOWER and Dartmouth Power Associates, L.P. (“Dartmouth”) and Commonwealth’s deferred transition costs through the issuance of electric rate reduction bonds (the “RRB Transaction”).  The schedule shows the amount of projected Reimbursable Transition Cost (“RTC”) revenues (Col. B), the scheduled semi-annual rate reduction bond (“RRB”) principal (Col. C) and interest (Col. D) payments, ongoing transaction costs (Col. E), the required annual overcollateralization amount (Col. F), interest earned on trust fund accounts (Col. G) and a gross-up for securitization charge-offs (Col. I).  The sum of the projected RTC revenues (Col. B) and the gross-up for securitization charge-offs (Col. I) totals the Estimated Variable Component Collections (Col. J) which flows to Exhibit COM-CLV-2, Page 1, Column G and represents the amount collectable from customers through the Transition Charge.   
	Q. What is the regulatory and statutory basis for the RRB Transaction? 

	A. In the Restructuring Plan (the “Restructuring Plan”) for Cambridge and Commonwealth, the Department has approved a transition charge for each of the Companies intended to recover on a fully reconciling basis, all of their transition costs, including the reimbursable transition costs amounts being securitized.  Also, while not requiring securitization, G.L. c. 164, §§ 1G and 1H (adopted as part of Chapter 164 of the Acts of 1997 (the “Restructuring Act”)) establishes the statutory basis for issuing RRBs that will result in net savings for customers.  G.L. c. 164, § 1H(b)(1) provides that the Department may issue a financing order to facilitate the securitization of transition costs.  G.L. c. 164, § 1H(b)(2) allows electric companies to apply for such financing orders from the Department by January 1, 1999, or from time to time thereafter.   
	Q. Please describe the transition costs securitized by the Companies on March 1, 2005 under G.L. c. 164, § 1H. 

	A. By means of the RRB Transaction, and in accordance with G.L. c. 164, § 1H, Commonwealth received approval on January 21, 2005 in D.T.E. 04-70 to securitize as reimbursable transition costs amounts:  (1) payments associated with the termination of Commonwealth’s obligations pursuant to PPAs with MASSPOWER and Dartmouth; (2) the recovery of certain transition costs deferred by Commonwealth pursuant to the Restructuring Plan; (3) the upfront transaction costs of issuing the RRBs; (4) the ongoing transaction costs of the RRBs; and (5) any required credit enhancement in connection with the RRBs.  The reimbursable transition costs amounts securitized were based on the closing of the RRB Transaction on March 1, 2005.   Components of the reimbursable transition costs amounts are described in more detail below. 
	Q. What is Commonwealth’s principal balance of RRBs approved to be issued? 

	A. Commonwealth received approval and issued a principal amount of the RRBs of $409 million on March 1, 2005. 
	Q. How will Commonwealth ensure that customers pay the appropriate amounts? 

	A. Commonwealth has established a memorandum account.  Through this non-cash account Commonwealth will account for, and ultimately credit to customers, any amounts remaining in the collection account and the various subaccounts of Commonwealth’s Special Purpose Entity (“SPE”) other than amounts in the capital subaccount, after such SPE’s Total Payment Requirements have been discharged.  These amounts will be released to the SPE in accordance with G.L. c. 164, § 1H(b)(7) upon discharge of such SPE’s Total Payment Requirements.  These benefits will inure to the benefit of customers through a credit to their transition charge. 
	Q. Was Department approval required as a condition of the MASSPOWER and Dartmouth Agreements? 

	A. Yes.  Commonwealth had to receive a final order from the Department approving the buyouts of the MASSPOWER and Dartmouth PPAs in accordance with the MASSPOWER and Dartmouth Agreements and approving the full recovery of payments made pursuant under the MASSPOWER and Dartmouth Agreements through the RTC Charge. 




	Exhibits CAM-CLV-3 and COM-CLV-3 
	Q. Please describe Exhibits CAM-CLV-3 and COM-CLV-3. 
	A. Exhibits CAM-CLV-3 and COM-CLV-3 show how FERC-approved transmission costs are charged to the Companies’ retail customers.  The first page of these exhibits derive the proposed average retail transmission rate to be effective January 1, 2006, based on the current forecast for 2006 retail transmission costs in FERC-approved tariffs.  Page two of each exhibit includes preliminary true ups for 2005 retail transmission costs.  The proposed Transmission Charges for the Companies, beginning on January 1, 2006, are $0.02527 per kWh for Cambridge and $0.00673 per kWh for Commonwealth. 
	Q. What changes are you proposing for the Transmission Cost Reconciliation exhibit? 
	A. There are two changes in the Transmission Cost Reconciliation exhibit from the Companies’ filing in last year’s proceedings in D.T.E. 04-114.  The first change reorganizes the format to group costs with other similar items.  The second change is to include a new regional cost component line item starting in June 2005. This cost item is reflective of the Companies’ share of the cost responsibility associated with receiving load dispatching services provided by the REMVEC satellite system. The cost is billed to the Companies by National Grid, the owner and operator of REMVEC. The REMVEC expenses prior to June 2005, were being recovered within the Companies OATT revenue requirement as shown on Page 2, Line 10 of the reconciliation exhibit.  These costs have been taken out of the Companies’ OATT formula rates as a result of tariff modifications that have become effective June 1, 2005.         
	Q. Generally, what are the transmission costs that are included in the total retail transmission costs? 

	A.  The retail transmission costs are those costs associated with providing Regional and Local Network transmission service to the retail class that utilize an integrated grid of transmission facilities that comprise both POOL Transmission Facilities (“PTF”) and Non-PTF.  The operation and control of the PTF is governed by ISO New England, Inc. (the “ISO”) and the costs of the facilities are administrated as such by the ISO under the applicable provisions and schedules of the FERC-approved ISO New England Open Access  Transmission Tariff.  The Non-PTF costs are administered by each of the Companies in accordance with the applicable Local Service Schedules within the ISO New England Open Access Transmission Tariff.  
	Q.  What are the individual component costs that are assessed to the retail class under the ISO New England Open Access Transmission Tariff? 

	A.  Under the ISO New England Open Access Transmission Tariff, transmission costs are assessed for Regional Network Service, Scheduling and Dispatch service at the regional level, Congestion Management, system restoration and planning costs, and administration costs. Congestion Management costs consists of both Special Constrained Resources (“SCR”) and Reliability Must Run (“RMR”) costs.  Under the Local Service Schedules, the transmission costs that are assessed are Local Network Service and Scheduling and Dispatch service at the local level. As a result of the changes to Commonwealth and Cambridge’s Local Service Schedules that became effective June 2005, Hydro Quebec Phase II AC Power support payments that were previously recoverable under the transition charge are now includable as a component cost for both companies in the development of the transmission cost of service for Local Network Service.  In addition, for Cambridge, effective June 2005, the Line 331 equalizer, and Canal Section A & B costs have been eliminated from recovery under the transition charge and are now recoverable under the formula rate structure of Cambridge’s Local Service Schedule.          




	V. CALCULATION OF THE PROPOSED STANDARD OFFER AND DEFAULT SERVICE ADJUSTMENT RATES 
	Q. Please explain Exhibits CAM-CLV-4 and COM-CLV-4. 
	A. Exhibits CAM-CLV-4 and COM-CLV-4 are reconciliations of Standard Offer Service showing both supply costs and revenues for January and February 2005.  These exhibits contains only these two months of actual data because Standard Offer Service ended on February 28, 2005.  On page 1, a summary of the Standard Offer Service revenues and costs is shown for each month of 2005.  Also shown is the total deferral balance, which adds or subtracts the monthly over- or under-recovery to the prior month balance, adjusts for a carrying charge and calculates the new end-of-month deferral.  Page 2 shows the GWh associated with long-term PPA and the resulting PPAs transfer costs.  The PPA transfer price (or “DistCo. Settlement Price ($/kWh)”) is set at a level that is projected to result in a zero deferral balance, i.e., there will be neither an over-recovery nor an under-recovery of costs in comparison to the projected revenues for Standard Offer Service at the end of each month.  Page 3 summarizes the contracted cost of power under the PPAs; the total PPA supply cost is reflected in CAM-CLV-1 and COM-CLV-1.  Page 4 details the costs for short-term power transactions used to supplement existing resources needed to provide Standard Offer Service.  Page 5 shows the revenues and associated GWh sales for Standard Offer Service.   
	Q. Please explain Exhibits CAM-CLV-5 and COM-CLV-5. 
	A. The first page of Exhibits CAM-CLV-5 and COM-CLV-5 are reconciliations of Basic Service showing both preliminary supply costs and revenues for the year 2005.  The exhibits contain eight months of actual data and four months of projected data.  Basic Service revenues and costs are shown for each month of 2005.  Also shown is the total deferral balance, which adds or subtracts the monthly over- or under-recovery to the prior month balance, adjusts for a carrying charge and calculates the new end-of-month deferral.  Page two of these exhibits reflect the forecasts for the reconciliation of Basic Service showing both supply costs and revenues for the year 2006.  
	Q. Please explain the Default Service Adjustment and the rates  the Companies are proposing. 

	A. The Default Service Adjustment recovers the prior year’s Default Service Deferral Balance.  The proposed rates for the Default Service Adjustment are $0.00506 per kWh for Commonwealth and $0.00245 per kWh for Cambridge.  The Companies did not have Default Service Adjustment rates for the year 2005.  In accordance with Department requirements and the Companies’ tariffs, the proposed Default Service Adjustment rate will be applied to all customers. 
	Q. What is the source for Standard Offer and Basic Service revenues shown in Exhibits CAM-CLV-4, CAM-CLV-5, COM-CLV-4, and COM-CLV-5? 

	A. The revenues through August 2005 for Standard Offer Service and Basic Service are taken from the Companies’ general ledgers; forecast revenues are reflected for the September through December 2005 period and for calendar year 2006.  The Basic Service rates for 2006 reflect the rates filed by the Companies that were approved by the Department.   
	A. There are two expense categories incurred to provide Standard Offer Service:  power-purchase contracts and short-term market transaction.  The power-purchase contracts are purchased under long-term commitments made before industry restructuring.  The costs of these contracts are included as a variable transition cost and are “purchased” to provide Standard Offer Service at a transfer price.  As stated above the PPA transfer prices (or “DistCo Settlement Price ($/kWh)”) are set at a level that is projected to result in a zero deferral balance at the end of each month, i.e., there will be neither an over-recovery nor an under-recovery of costs in comparison to the projected revenues for Standard Offer Service.  The costs of short-term market transactions are added to the costs of the power-purchase contracts. 
	Q. How did the Companies calculate expenses for Basic Service in this filing?  

	A. In 2005, the Companies purchased supplies for Basic Service from the competitive market through dedicated contracts after issuances of requests for proposals.  The costs included through August 2005 are based on actual expenses incurred and for subsequent months are based on projections of costs to be incurred under those contracts. 
	Q. How are the Standard Offer and Basic Service deferral balances calculated? 

	A. The monthly deferrals are the difference between revenues and expenses.  The deferrals also incorporate an interest component. 
	Q. Please explain the interest calculation. 

	A. The Standard Offer Service and Basic service deferrals accrue interest at the rate for customer deposits in accordance with the Companies’ approved Restructuring Plan.  The monthly deferral is the difference between the revenues and the cost of supply for each month.  For each month, interest is applied to the prior month’s cumulative deferral plus one-half the current month’s deferral.  The monthly interest is then incorporated in the cumulative deferral.  The monthly Standard Offer Service interest calculation can be found on page 1 of Exhibits CAM-CLV-4 and COM-CLV-4; the monthly Basic Service interest calculation can be found on pages 1 and 2 of Exhibits CAM-CLV-5, COM-CLV-5.. 
	Q. Are the Companies mitigating their transition costs?  

	A. Yes.  The Act and the approved restructuring plans require that the Companies take all reasonable steps to mitigate its transition costs “to the maximum extent possible” and encourages electric companies to divest their generating assets and renegotiate or buy-out of above-market PPAs. 
	 Commonwealth and Cambridge have attempted to divest or renegotiate their respective PPAs since the enactment of the Restructuring Act.  Cambridge and Commonwealth’s mitigation efforts were discussed in D.T.E. 00 70 (Mitigation Report of NSTAR Electric), and also in mitigation reports filed in D.T.E. 99-62 (on August 23, 1999) and in D.T.E. 98-62 (on July 31, 1998).  Cambridge and Commonwealth, with the assistance of the Investment Firm Goldman Sachs, attempted to divest their entitlements through a separate entitlement auction held with their 1998 auction to divest generation assets.  Neither of these auctions resulted in the transfer to third parties of the rights and obligations under the PPAs since the bids would not provide mitigation benefits to customers.  However, NSTAR Electric has successfully bought out, bought down or otherwise renegotiated contractual obligations with individual suppliers in a way that has provided mitigation of transition costs for customers.  
	 Q. Have the Companies been successful in renegotiating or buying out any of its PPA contracts in the past year?  

	A. Yes.  Cost-effective proposals were received for some of the PPAs via an open and competitive bidding process that was administered by Concentric Energy Advisors (“CEA”).  As a result, the Companies have successfully bought out, bought down or otherwise renegotiated contractual obligations with individual suppliers in a way that has provided mitigation of transition costs for customers as described in D.T.E. 04-60 (Altresco-Pittsfield), D.T.E. 04-61 (MASSPOWER), D.T.E. 04-78 (Dartmouth) and D.T.E. 04-85 (NEA).  The mitigation of these contracts have been approved by the Department..  
	Q. Why do the Companies believe that it has mitigated its transition costs associated with PPAs to the maximum extent possible?  

	A. Consistent with the Act and their restructuring plan, Cambridge and Commonwealth have successfully mitigated its transition costs associated with PPAs through good-faith renegotiations, restructurings and buy-outs.  Customers have realized  approximately $109.9 million in savings for Commonwealth and approximately $3.9 million in saving for Cambridge because of these efforts in 2004 and 2005 and will continue to realize savings in the future if and when the Companies further reduces its PPA obligations through renegotiation, sale and buy-outs of these contracts.  However, the Companies will proceed with a divestiture of a PPA contract only to the extent that the transaction will result in net benefits for its customers.  If a divestiture transaction would result in additional costs for customers and not produce maximum mitigation of transition costs, the Companies will not pursue it.   
	Q. Describe how the Companies currently obtain Basic Service for their customers.  

	A. The Companies are responsible for supplying retail customers with Basic Service.  The Companies, jointly with Boston Edison, as NSTAR Electric, periodically issue RFPs for Basic Service.   
	 Basic Service solicitations are performed in accordance with the Department’s directives.  The Basic Service contract is awarded to the winning bidder with the lowest price in each load zone and customer class.  For 2006, NSTAR Electric has recently entered into a three-month contract for large industrial customers and a twelve-month contract for 50 percent of the residential and commercial customers to match an existing 50 percent contract.  
	Q. Does this conclude your testimony? 

	A. Yes, it does. 









